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SUBJ: LABOR DIFFICULTIES OF U.S. ELECTRONICS SUBSIDIARY (APPLIED 
MAGNETICS) 

REF: (A) LISBON 2019; (B) LISBON 1961 

SUMMARY: SUBSIDIARY OF U.S. ELECTRONICS FIRM, APPLIED MAGNETICS (AM), 

IS FACING "CRUNCH 1 ' DECISION ON WHETHER TO CONTINUE ITS OPERATIONS 
IN PORTUGAL. BESET BY MILITANT LABOR MANIFESTATIONS, AM HAS 
HELD DISCUSSIONS WITH MINISTER OF LABOR AND MAY SEEK FINANCIAL 
ASSISTANCE FROM MINISTRY OF ECONOMY. WHILE OTHER FIRMS HAVE BREN 
AFFECTED BY WAGE INCREASES AND LABOR DIFFICULTIES, AM CASE THUS FAR 
IS AN EXTREME EXAMPLE. END SUMMARY. 

1. FEW FIRMS IN PORTUGAL HAVE NOT BEEN AFFECTED BY WAGE INCREASES 
AND/OR LABOR DIFFICULTIES, BUT APPLIED MAGNETICS (AM), A SUBSIDIARY 
OF A U.S. ELECTRONICS FIRM MANAGED BY A CANADIAN CITIZEN, HAS BEEN 
AN EXTREME CASE INVOLVING BOTH. 

2. AS EARLIER REPORTED (REFTELS), TROUBLES BEGAN FOR AM FOLLOWING 
THE APRIL 25 REVOLUTION WHEN WORKERS, SPEARHEADED BY A MILITANT 
COMMISSION REFUSED TO LET PORTUGUESE MANAGEMENT-LEVEL PERSONNEL ENTER 
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THE FACTORY. AM S DIFFICULTIES WERE COMPOUNDED WHEN IN MAY THE GOVERN- 
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MENT APPROVED AN INDUSTRY-WIDE CONTRACT RAISING WAGES IN THE ELECT- 
RICAL INDUSTRY BY OVER 200 PERCENT IN SOME CATEGORIES. 

3. BEACUSE OF THE INCREASED WAGE BILL, AM CONCLUDED THAT ONE OF ITS 
PRODUCT LINES WAS NO LONGER ECONOMICAL AND THAT 1 16 WORKERS ENGAGED 
IN THAT ACTIVITY WOULD HAVE TO BE DISMISSED. THAT DECISION ADDED FUEL 
TO LABOR'S ANTAGONISM. LAST WEEK, AT A MEETING ATTENDED BY REPS FROM 
THE LABOR MINISTRY AND AN INTER-UNION ORGANIZATION, AM'S WORKERS 
VOTED DOWN A MANAGEMENT PROPOSAL THAT THEY RETURN TO WORK, WITH 
MANAGEMENT BEING ALLOWED TO DIRECT THE PLANT WITHOUT INTERFERENCE 
AND TO MAINTAIN THE DISMISSAL OF THE 1 16 WORKERS. 

4. BECAUSE OF THE CLEAR-CUT REIECTION OF ITS PROPOSAL, AM MANAGEMENT 
TOOK THE DECISION TO BEGIN BANKRUPTCY PROCEEDINGS ON THE GROUNDS 
THAT WHTIOUT AN EFFICIENTLY PRODUCING PLANT IT COULD NEITHER EARN THE 
MONEY TO MEET END-OF-JULY PAYROLLS OR BORROW THE MONEY EITHER LOCALLY 
OR ABROAD. 

5. RECOGNIZING THE SERIOUSNESS OF THIS DEVELOPMENT, THE NEW MINISTER 
OF LABOR, COSTA MARTINS, ON THE EVENING OF JULY 24 PERSONALLY MET 
WITH THE AM MANAGER, HIS LAWYER, AND AN OFFICIAL FROM AM'S PARENT 
COMPANY. THE MINISTER URGED AM NOT TO DISMISS THE 1 16 

WORKERS, SAYING THAT LABOR LEGISLATION TO BE ISSUED IN ABOUT TWO 
WEEKS WOULD REGULARIZE MANAGEMENT'S POSITION AND PROVIDE FOR 
RETRAINING OF WORKERS WHEN THEY HAVE TO BE DISMISSED. HE 
INDICATED THAT IN THE MEANTIME THE GOVERNMENT WOULD ASSURE AM'S 
ABILITY TO OPERATE THE PLANT AND SUGGESTED THAT AM PURSUE TALKS WITH 
THE MINISTRY OF ECONOMY ABOUT THE POSSIBILITIES OF FINANCIAL ASSIST- 
ANCE TO TIDE IT OVER ITS PRESENT DIFFICULTIES. (EARLIER ON JULY 24 
A MINISTRY OF ECONOMY OFFICIAL HAD TOLD AM THAT GOVERNMENT WOULD 
CONSIDER GIVING FINANCIAL AID OF AM WOULD CANCEL THE DISMISSAL OF 
THE 116 EMPLOYEES). 

6. AS OF 0200 JULY 25 AM HAD NOT DECIDED WHAT ACTION IT 

WOULD TAKE. WHILE SOMEWHAT ENCOURAGED BY MINISTER OF LABOR'S INTER- 
VENTION, THE AM MANAGER AND HIS COLLEAGUES, FOLLOWING THE TALKS WITH 
THE MINISTER, WERE SUBJECTED TO ANOTHER DOSE OF LABOR MILITANCY. 
DEPARTING FROM THE MINISTRY, THEY WERE SURROUNDED BY A GROUP OF 
SOME 200 AM WORKERS, ALONG WITH PRESS AND TV REPRESENTATIVES. 
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(NOTE: AM CASE HAS BEEN RECEIVING A LOT OF PUBLICITY IN PRESS 
AND ON RADIO). GROUP REFUSED TO LET AM TAXI MOVE. AFTER BEING 
THUS DETAINED FOR MORE THAN AN HOUR, AM MANAGER FINALLY SURRENDERED 
HIS CANADIAN PASSPORT TO A WORKER REPRESENTATIVE AS AN EARNEST OF 
HIS INTENTION NOT TO LEAVE THE COUNTRY, AND A WORKER ACCOMPANIED 
THE AM TEAM BACK TO THEIR HOTEL WHICH THE AM MANAGER BELIEVES IS 
BEING WATCHED. 
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7. COMMENT: (A) LABOR MILITANCY HAS MADE THE AM CASE AN EXTREME ONE. 

IT IS PERSONALLY DISCOURAGING TO AM THAT THE GOVERNMENT HAS NOT 
IMPOSED RESTRAINT ON THE MILITANTS SO THAT NEGOTIATIONS COULD UNFOLD 
IN AN ORDERLY FASHION. ALTHOUGH NO BODILY HARM HAS BEEN INFLICTED, 

AM MANAGER, AFTER LAST NIGHT'S INCIDENT, DOES NOT RULE OUT THIS 
POSSIBILITY. DESPITE THIS SOMEWHAT MESSY SITUATION, WE FIND IT 
ENCOURAGING THAT THE LABOR MINISTER HAS PERSONALLY INJECTED HIMSELF 
IN THE DISCUSSIONS AND THAT HE AND THE ECONOMIC MINISTRY APPEAR 
TO BE WORKING MUCH MORE IN TANDEM THAT WAS THE CASE UNDER THE PALMA 
CAROLS REGIME. 

(B) WE ARE KEEPING IN CLOSE TOUCH WITH AM AND WILL REPORT 
DEVELOPMENTS AS THEY UNFOLD. 

SCOTT 
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